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The 12th five-year plan proclaims that ‘to widen t he scope of Value Added Tax (VAT) 
while change Business Tax，and improve taxation policies for the benefits of the 
upgrading of industrial structure and tertiary industry’. To replace Business Tax by 
VAT is a significant reform which generates the restructure of economy and the 
transformation of development, and it is an important aspect of structural tax cut. 
 
Great amount of attention is paid to Telecom industry, which has been the core 
supporter of China’s tertiary industry, on the issue of its reform from Business Tax to 
VAT. On the basis of an analysis on and summary of drawbacks of the current taxation 
system, a suggestion on the transformation is produced. Also, this thesis backs up the 
necessity of a profound research study on the design of VAT, including a confirmation 
on the tax rate and deductions on input tax. 
 
This paper is in three sections. The first section is a literature review on the theories of 
VAT design followed by an analysis of the current Business Tax Burden Level based 
on the statistics from China’s ‘Big Three’ Telecom operators with the introduction of 
comparative analysis method. In order to find out the after-reform Tax Bearing Ratio, 
a simulation is conducted with both Taxable Income and Applicable Tax Rate taken in 
to account. The second section comes with a case study on a business plan of telecom 
industry with the introduction of Norm Analysis Approach to explore the impact of 
‘Business Tax to VAT’ reform on the performance and management of the industry. 
Taken references from foreign experience, the third section makes suggestions on 
policy-making of ‘Business Tax to VAT’ in China including Tax Rate settings, the 
scope of deduction items and a package of measures to provide the policy makers 
with theoretical back-up so that the tax bearing could be physically relieved. This is 
essential to the spread of ‘Business Tax to VAT’ in our country, and even more 
important to the long-term policy-making in terms of a profound taxation reform. 
 
The main idea of this thesis is that as the reform is bound to take place, and with the 















bring any extra tax burden. Also, it concludes with a forecast on a rising tax bearing 
ratio and a deteriorated industry performance after the reform, and suggests a 
‘Differential Tax Rate’ approach should be adopted with the prerequisite of keeping 
the current tax revenue so as to facilitate the long-term development of telecom 
industry. 
 
The thesis suggests that preferential tax policies, including conditionally tracing the 
deduction as a result of fixed-asset investment and making a certain amount or 
proportion of deduction on input tax, at early stage of the reform should be promoted 
so that the tax reform can be conducted realistically, which will eventually bring 
opportunities to the industry. 
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